K.K. DEWETT

s
=S
WL
£ il
o9
= RAl

)
7

. !

{ ,

3 1
—— = .m
|
~ i
S e !
m




MODERN
ECONOMIC THEORY

MICRO AND MACRO ANALYSIS, MONEY AND BANKING,
INTERNATIONAL ECONOMICS, PUBLIC FINANCE,

ECONOMIC SYSTEMS. ECONOMICS OF DEVELOPMENT
AND PLANNING AND ECONOMICS OF WELFARE

KEWAL KRISHAN DEWETT

M.A., Ph.D.
Formerly Head of the Department of
Ecoromics, Panjab University

and

ADARSH CHAND
. B.A.Hons, M.A.
Department of Economics
N.M. College of Commerce & Economics, Bombay

2003 - 2004

SHYAM LAL CHARITABLE TRUST
Ram Nagar, New Delhi- 110055



Sole Distributors :

L= S. CHAND & COMPANY LID.

v
=" Hoad Office ; RAM NAGAR, NEW DELHI- 110 055

Bronches .

No. 6, Ahuia Chambers, 1st Cross, Kumara Krupa Road, Bangalore-560 001, Ph : 2268048
Blockie House, 10375, Walchand Hirachand Marg , Opp. G.P.O., Bombay-400 001. Ph : 2690881, 2610885
285/, Bipin Behari Ganguli Street, Caleutta-700 012. Ph : 267459, 273914

H.Nc. 670, Sector 8-B, Chandigarh-160 008, Ph: 43678

Pan Bazar, Guwahati-781 001. Ph ; 522155

Sultan Bozar, Hyderabad-500 195, Ph : 551135

613-7, M.G. Road, Ernakulam, Kochi-682 035. Ph : 381740

Mohaobeer Market, 25 Gwynne Road, Lucknow-226 001, Ph : 226801

152, Anna Salai, Madras-600 002, Ph : 8522026

3. Gandhi Sogar East, Nagpur-440 002, Ph : 723901

104 CHEBRTTE Ashok. Govind Mitra Road, Patna-B00 004. Ph : 651366

© Copyright Reserved

stared in a retrieval system or transmitted, in any form or by any mfans,

All rights reserved. No part of this publication may be reproduced, -
17/

ciectronic, mechanical, photocopying, recording or otherwise,
prriar permission of the publisher.

(All profits from this book are spent on charities)

First Edition 1946

Subsequent Editions and Reprints 1948, 49, 51, 53, 55, 57, 59, 63, 64, 66,
&%, 7225, 76,77, 78, 79, 79, 80, 81, 82, 83, 84 (Twice), 85, 86, 87,

88, &3 90, 91, 92 03,94 95.96 97

Regrint - 1998, 2000, 2Co3-2004

ISBN : 81-219-0531-1

Published by Shyam Lal Charitable Trust, Ravindra Mansion, Ram Nagar, New Delhi-110 055,
Composed by computerised fimsetting process and printed af
Rajendra Ravindra Printers (Pvt) Ltd., Ram Nagar, New Deihi-110 055



PREFACE TO THE TWENTYFIRST (1984) EDITION

The book has been in the market for nearly forty years. During this long period. it has undergone severial 1evisions,
additions ang alterations to keep abreast of the latest developments in economic ticory 1 an attempt to hve up 1o as hittle
*modern’ and, in the process, it has also become quite comprehensive in its range and coverage eminacing Price Theory or
Micro Economics, Income and Employment Theory or Macro Economics, Money and Banking. International Trade, Public
Finance, Economic Systems, Economics of Development and Planning and Economics of Welfare.

In recent revisions, special emphasis has been put on deleting out-of-date material and on introducing instead new
topics and improving the others. In the last edition were added Bernoulli Hypothesis Friedman-Savage Hypothess and
Markowitz Hypothesis in the demand theory: Baumol's Sales-maximisation Principle in the theory of the firm; mark-up
Principle. Duepoly models, Cournot model, Edgeworth model Baumol's Sales- maximisation model and Chamberlin model
in Price-output Determination; a discussion on Impact of Technical Progress on the Reladuve Factor Shares. Macro
Distribution Theories: Marxian Theory. Kalecki’s Degree of Monopoly Theory, Neo- classical Theory; Pigou Effect or
Rgal Balance Effect; Ratchet Effect; Mathews’ Model of Trade Cycle; Monetarists' Recipe to Control Infiflation;
Indexation; Optimising Approach, Fisal Target Approach, Harmonious Adjustment and Judicious Mix Approach in
monetary policy; in the theory of tariffs Stolper-Samuelson Theorem and the Terms of Trade Effect. In Economics of
Development were added Dualism and Economic Under-development Lewis’s Model of Economic Development and
Relevance of Harrod -Domar Model for developing countries. In Economics of Welfare we added Recent Devclopments in,
and Critiscism of Compensation Principle, Market Structure and Social Welfare and Arrow's Impossibility Theorem.

These additions and improvements greatly added to the popularity of the book both in India and abroad and several
reprints and toreigneditions hagto be brought out. Encouraged by the big response of the students and teachers, we have
now undertakeén another thorough and wide-ranging revision of the book deleting old and out-of-date material and
adding the following new topies which have come to be incorporated in the corpus of economic theory in recent years:
Retreat from Keynesianism: Supply-side Economics
Inverse-J Cost Curve
Maximinisation of Profit; Single-owner Entrepreneur
Concept of Product Group under Monopolistuc Competition
Full-cost Princing.Principle - -

Exploitation of Labour )

Concepts of Money and Money ‘uuck Measures
Friedman's Restatement of the Quanlily Theory of Money
Static and dunamic Gains from Foreign Trade
Factor-Price Equalisation in International Trade

I.M.F. Conditionality Clause.

We have no doubt that these additions, alterations and improvements will enhance the popularity of the book still
further and it will be able to meet more adequately the requirements of the B.A, (Pass and H opours), B. Com (Pass and
Hons.) and M.A./M.Com students as well as of the candidates for the various public services and other competitive
examinations,

We have pleasure in thanking teachers of economics in India and abroad for the suggestions they were good enough
to send us for the present edition, We shall be failing in our duty if we do not add that the sole credit of making -
improvements in the book not only in the present edition but also in the previous editions goes to Dr. J.D. Verma M.A.
Ph. D (London) formerly Proefessor and Head of the Department of Economics Punjab Umversxty who has been our
gwde, phildspher and friends. ‘Our special thanks are due to him.

Authors



